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1DEFENCE CONTRACT AUDIT AGENCY
A uthorized  s t a f f i n g  a t  th e  D efense C o n tra c t A ud it Agency (DCAA) h as been in c re a se d  by
1,207 p o s i t io n s ,  w ith  funding  fo r  604 o f  th e se  p o s i t io n s  in  F is c a l  Year 1987. The
s t a f f i n g  in c r e a s e  w as a u th o r i z e d  b y  C o n g re ss  in  t h e  F i s c a l  Y ear 1987 D efen se  
A p p ro p ria tio n s  B i l l  and i s  in ten d ed  to  reduce th e  s u b s ta n t ia l  b u ild u p  o f  unaud ited  
in c u rre d  c o s ts  a t  Defense c o n tra c to r  lo c a t io n s , th e  agency s ta te d .  As a  r e s u l t  o f  
t h e  new p o s i t i o n s ,  th e  ag en cy  s a id  i t  h a s  s te p p e d  up i t s  r e c r u i t i n g  e f f o r t s  a t  
c o l l e g e  cam puses a ro u n d  th e  c o u n try . The DCAA i s  a d v e r t i s i n g  f o r  c o l le g e  
g ra d u a te s  who have a  minimum o f  24 sem este r hou rs  o f  acco u n tin g  and w ell-d ev e lo p ed  
p re sen ta tio n /co m m u n ica tio n  s k i l l s ,  as w e ll  as  th e  a b i l i t y  to  in te r f a c e  w ith  a l l  
l e v e l s  o f  m anagem ent, t o  a s s i m i l a t e  new in f o r m a t io n  r a p id ly ,  and  t o  d e f in e  and 
re so lv e  p roblem s e f f e c t iv e ly .  For f u r th e r  in fo rm a tio n  c o n ta c t th e  DCAA a t  1-800- 
523-2986; in  V irg in ia , c a l l  1-800-223-0265.
GENERAL ACCOUNTING OFFICE
A b o o k le t e n t i t l e d  "C r i t i c a l  F a c to rs  in  D eveloping Automated A ccounting and F in a n c ia l
M anagem ent S y s tem s"  h a s  b e en  p u b l i s h e d  by  th e  GAO. A cco rd in g  t o  th e  ag en cy , th e  
b o o k le t i s  b e in g  p u b lish ed  " to  d e sc r ib e  in  p la in  E n g lish  some c r i t i c a l  a sp e c ts  o f  
acco u n tin g  and f in a n c ia l  management system s developm ent in  o rd e r  to  in fo rm  th e  
Congress and o th e rs  w ith  a  s ta k e  in  im proving governm ent management." The agency 
n o te s  t h a t  th e  p u b lic a t io n  i s  n o t a  te c h n ic a l  document and th a t  i t  cannot re p la ce  
th e  fo rm al system s m ethodologies t h a t  p r o je c t  managers and system s p ro fe s s io n a ls  
m ust use. Under th e  s e c t io n  e n t i t l e d  "B asic F e a tu re s ,"  th e  GAO p u b lic a t io n  s t a t e s  
t h a t  a c c o u n tin g  and  f i n a n c i a l  m anagem ent o f f i c i a l s  sh o u ld  e n s u re  t h a t  p la n n e d  
autom ated system s in c lu d e  e s s e n t ia l  f e a tu re s  such as  a u d i t  t r a i l s ,  a  com prehensive 
s e t  o f  a u to m a te d  i n t e r n a l  c o n t r o l s ,  and  c o n t r o l s  t o  g u a r a n te e  th e  s e c u r i t y  o f  
e q u ip m e n t, p ro g ra m s , and  f i l e s .  O th e r  s e c t io n s  o f  th e  b o o k le t  d i s c u s s  S ystem s 
M ethodo logy , T a r g e t  D a te s , F u n c t io n a l  R eq u irem en ts , D ocum entation, Independent 
T es tin g , Management Commitment, C o n trac tin g  P rocess and T ra in in g . R equests fo r  
co p ies  o f  th e  b o o k le t should  be made to  th e  GAO a t  202-275-6241.
SECURITIES and exchange COMMISSION
The is s u e  o f  m andatory p e e r  rev iew  w i l l  be co n sid e red  a t  a  3 /26 /87  open m eeting  o f  th e
SEC. The Commission h a s  announced t h a t  i t  w i l l  c o n s id e r w hether to  p u b lish  fo r  
com m ent p ro p o se d  am endm ents t h a t  w ould  r e q u i r e  c e r t i f i e d  f in a n c ia l  s ta te m e n ts  
in c lu d ed  in  Commission f i l i n g s  t o  have been examined by an independent accoun tan t 
whose f irm  h as  undergone an acco un ting  and a u d it in g  p r a c t ic e  p e e r  rev iew  w ith in  
th e  l a s t  th r e e  y ears . SEC s t a f f  members were d ire c te d  by  Commission Chairman John 
Shad a t  a  11/4 /86  cpen m eeting  to  an alyze  m andatory p e e r rev iew  and r e p o r t  back to  
th e  Commission w ith  recom m endations. The is s u e  was scheduled  fo r  c o n s id e ra tio n  a t  
a  2 /5 /8 7  open  m e e tin g , b u t  w as d e f e r r e d .  A t t h a t  t im e ,  th e  SEC announced  t h a t  
p e e r  r e v ie w  w ould  be  c a r r i e d  o u t  by  p e e r  re v ie w  o r g a n iz a t i o n s  i n  t h e  p r i v a t e  
s e c to r ,  "which would be re q u ire d  to  r e p o r t  to  th e  Com m ission's O ff ic e  o f  th e  C h ief 
A c c o u n ta n t i n  r e g a r d  t o  i n s t a n c e s  o f  a c c o u n ta n ts  who f a i l e d  t o  u n d e rg o  a p e e r  
re v ie w  o r  f a i l e d  o r  r e f u s e d  t o  c o r r e c t  w e ak n e sse s ."  In  t h e s e  c a s e s ,  th e  
C om m ission  r e l e a s e  s t a t e d ,  " a c c o u n ta n ts  w o u ld  b e  b a r r e d  fro m  s ig n in g  a c c o u n ta n ts ' 
r e p o r t s  t o  be  f i l e d  w i th  th e  C om m ission ."  A u th o r i ty  t o  im pose  su ch  s a n c t io n s  
w ould  re m a in  w i th  th e  C om m ission , n o t  w i th  t h e  p r i v a t e - s e c t o r  p e e r  re v ie w  
o rg a n iz a tio n s , th e  agency s a id . The 3/26/87  open m eeting  w i l l  beg in  a t  10 a.m. a t  
th e  Com m ission's h e ad q u a rte rs  b u i ld in g ,  450 F i f t h  S t r e e t ,  N.W., W ash in g to n , D.C. 
in  th e  Commission M eeting Room, Room 1C30. For f u r th e r  in fo rm a tio n  c o n ta c t John 
Heyman a t  th e  SEC a t  202/272-2130.
2TREASURY, DEPARTMENT OF
P h i l ip  E. C oates, CPA h as  been ap p o in ted  D ire c to r  o f  th e  IRS H onolulu D i s t r i c t ,
w h ich  i s  r e s p o n s ib le  f o r  t a x  m a t te r s ,  i n  H a w a ii. In  F i s c a l  1986 in d i v i d u a l ,
c o r p o r a te  and  o th e r  ta x p a y e r s  i n  t h e  H o n o lu lu  D i s t r i c t  f i l e d  8 6 0 ,0 0 0  r e t u r n s  
re p re se n tin g  $2.3 b i l l i o n  in  F ed e ra l ta x e s . Mr. C oates began h i s  c a re e r  w ith  th e  
IRS i n  1952. He s e rv e d  tw o  y e a r s  in  E l S a lv a d o r  a s  an  a d v i s o r  u n d e r  t h e  IRS 
fo re ig n  ta x  a s s is ta n c e  program  and in  1975 became deputy  a s s i s t a n t  com m issioner 
fo r  com pliance in  th e  IRS N a tio n a l O ffice  in  W ashington, D.C. Two y e a r  l a t e r ,  Mr. 
C o a te s  w as made r e g io n a l  c o m m is s io n e r  f o r  th e  IRS N o r th - A t la n t i c  R eg ion , 
h e a d q u a r te r e d  in  New Y ork C ity .  Mr. C o a te s  r e tu r n e d  t o  W ash in g to n  i n  1980 a s  
a s s i s t a n t  com m issioner fo r  com pliance. In  1982 he was named re g io n a l com m issioner 
f o r  th e  IRS C e n t r a l  R eg ion  an d , in  1983, Mr. C o a te s  w as a p p o in te d  a s s o c i a t e  
com m issioner f o r  p o lic y  and management a t  th e  IRS N a tio n a l O ffice . He was n ex t 
ap p o in ted  a s s o c ia te  com m issioner fo r  o p e ra tio n s , th e  p o s i t io n  he h e ld  a t  th e  tim e  
o f  h i s  appoin tm ent as  d i r e c to r  o f  th e  IRS Honolulu D is t r i c t .  Mr. C oates h a s  been 
a member o f  th e  AICPA s in c e  1980.
Taxpayers w i l l  be  a llo w ed  to  change e le c t io n s  r e l a t i n g  to  th e  p o sse ss io n s  ta x  c r e d i t
a c c o rd in g  t o  an IRS ad v an ce  n o t i c e  8 7 -27 . T a x p a y e rs  n o t  i n c lu d in g  i n t a n g i b l e  
income o f  p o sse ss io n s  f irm s  in  th e  income o f  sh a reh o ld e rs  m ust e l e c t  one o f  tw o 
acco u n tin g  methods — th e  c o s t- s h a r in g  method o r  th e  p r o f i t - s p l i t  method — fo r  
co m p u tin g  th e  i n t a n g i b l e  p r o p e r ty  incom e. S in c e  t h e  Tax R eform  A ct o f  1986 
a l t e r e d  th e  c o m p u ta t io n s  made f o r  p u rp o s e s  o f  t h e  c o s t - s h a r i n g  e l e c t i o n ,  some 
tax p ay e rs  who have a lre a d y  e le c te d  t h i s  method may now p r e f e r  th e  p r o f i t - s p l i t  
m ethod. Thus, " r e g a r d le s s  o f  any  change  o f  e l e c t i o n  made p u r s u a n t  t o  th e  f i n a l  
r e g u l a t i o n s ,  a  p o s s e s s io n s  c o r p o r a t io n ,  w i th o u t  s e e k in g  c o n s e n t  o f  th e  IRS 
C o m m issio n e r, may change  i t s  e l e c t i o n  u n d e r  Code S e c t io n  936(h) fro m  th e  c o s t ­
sh a r in g  method to  th e  p r o f i t - s p l i t  method, o r  from  th e  c o s t- s h a r in g  method to  th e  
m ethod p e r m i t t e d  u n d e r S e c t io n  93 6 (h )(1 ) th ro u g h  (h ) (4 ) ,"  th e  n o t i c e  s a id .  
According to  th e  IRS, th e  change m ust be made on th e  p o sse ss io n s  c o rp o ra tio n 's  ta x  
re tu rn  fo r  i t s  f i r s t  ta x  y ear b eg inn ing  a f t e r  12/31/86. The r e tu r n  m ust be  t im e ly  
f i l e d ,  b u t  e x te n s io n s  o f  th e  due d a te  o f  th e  r e t u r n  w i l l  b e  r e c o g n iz e d  f o r  
p u rp o s e s  o f  d e te r m in in g  w h e th e r  i t  i s  t im e ly  f i l e d .  The ch an g e  w i l l  a p p ly  f o r  
t h a t  t a x  y e a r  and f o r  a l l  s u b se q u e n t y e a r s ,  t h e  n o t i c e  ad d ed . N o tic e  8 7 -2 7  i s  
scheduled  fo r  p u b l ic a t io n  in  I n te r n a l  Revenue B u lle t in  No. 1987-12 on 3 /23 /87 .
SPECIAL: PROPOSED DOD CONTRACTOR PROFIT POLICY SUBJECT OF  HOUSE HEARING
GAO's  r e c e n t  p ro p o sa l c a l l in g  fo r  a  d e fen se  c o n tra c to r  p r o f i t  re p o r t in g  program  was
th e  s u b je c t  o f  a  h e a r in g  h e ld  3 /18/87  by th e  House L e g is la t io n  and N a tio n a l
S e c u r i t y  S u b c o m m itte e . GAO C o m p tro l le r  G e n e ra l C h a r le s  B ow sher t o l d  t h e  
S u b c o m m ittee , c h a i r e d  b y  Rep. J a c k  B rooks (D-TX), t h a t  t h e  O f f i c e  o f  F e d e r a l  
P ro c u re m e n t P o l i c y  (OFPP) s h o u ld  a d m in i s t e r  a  " c o n tin u o u s  p ro g ram  t o  s tu d y  th e  
p r o f i t a b i l i t y  o f  g o v e rn m en t c o n t r a c to r s "  t o  " s y s t e m a t i c a l l y ,  o b j e c t i v e l y ,  and 
c o n s is te n t ly  d e term in e  i f  th e  g o a ls  o f  governm ent p o l ic ie s  a re  b e in g  achieved." 
C urren t Defense D epartm ent p r o f i t a b i l i t y  s tu d ie s  perform ed  on an "ad hoc" b a s is  
a r e  n o t  a d e q u a te , h e  s a id .  The GAP's p r o p o s a l  w as p r e v io u s ly  p u b l i s h e d  in  an  
e x p o su re  d r a f t  (GAP/NSAID-87-46) in  November 1986 (s e e  th e  1 2 /8 /8 6  W ash. R p t.) . 
The a g en c y  i s  c u r r e n t l y  r e v ie w in g  com m ents on th e  d r a f t  and  e x p e c ts  t o  i s s u e  a  
f i n a l  p r o p o s a l  s h o r t l y ,  M r. B o w s h e r  s a i d .  R e s p o n d in g  t o  c r i t i c i s m s  a b o u t  t h e  
p o t e n t i a l  c o s t  and  s i z e  o f  su ch  a  p ro g ram , Mr. B ow sher s a i d  t h a t  t h e  p r o f i t  
re p o r t in g  program  could  be a d m in is te re d  by  a  sm a ll number o f  s t a f f ,  and would n o t 
be e x c e s s iv e ly  expensive. A w itn e ss  fo r  th e  D epartm ent o f  Defense t e s t i f i e d  t h a t  
th e  GAP p ro p o s a l  "n eed s m ore w ork  b e f o r e  i t  i s  s u b m it te d  t o  C o n g re ss ."  D eputy  
A s s i s t a n t  S e c r e ta r y  o f  D e fen se  f o r  P ro c u re m e n t E le a n o r  S p e c to r  s a i d  t h a t  th e  
D epartm ent o f  Defense h as  a  long h i s to r y  o f  perfo rm in g  p r o f i t  s tu d ie s  u s in g  much 
th e  sam e in f o r m a t io n  a s  recom m ended b y  th e  GAG. "T h ere  n e ed s  t o  b e  a  m ore i n ­
3d e p th  a n a l y s i s  o f  th e  a s s o c i a t e d  c o s t s  and b e n e f i t s "  o f  th e  GAO p r o p o s a l ,  Ms. 
S p ec to r s ta te d ,  and "an ex am ination  o f  th e  b e n e f i ts  to  be ga ined  over management 
in fo rm a tio n  system s t h a t  a lre a d y  e x is t ."  R ep re se n ta tiv e s  o f  th e  U.S. Chamber o f  
Commerce, Aerospace In d u s tr ie s  A s s o c ia t io n ,  and  F in a n c i a l  E x e c u t iv e s  I n s t i t u t e  
a l s o  r a is e d  concerns about th e  p ro p o sa l.
SPECIAL: SENATE SUBCOMMITTEE SCHEDULES HEARING ON "TAXPAYERS’ BILL OF RIGHTS" LEGISLATION
L e g is la t io n  e n t i t l e d  th e  "Taxpayers' B i l l  o f  R ig h ts  A ct,"  S. 579, w i l l  be th e  su b je c t
o f  a  4 /10 /87  h e a r in g  by th e  S enate  F inance Subcom m ittee on P r iv a te  R etirem en t
P la n s  and O v e rs ig h t  o f  th e  I n t e r n a l  Revenue S e rv ic e .  S. 579, in t r o d u c e d  b y  Sen. 
H a rry  R e id  (D-NV), c o n ta in s  th e  f o l lo w in g  p r o v i s io n s :  1) A llo w s  ta x p a y e r s  to  
i n i t i a t e  c i v i l  a c t i o n  a g a i n s t  IRS em p lo y ees  who v i o l a t e  r i g h t s  o f  ta x p a y e r s  
g u a ra n te e d  b y  th e  C o n s t i t u t i o n  and  la w s ; 2) L im i ts  c l a s s  a u d i t s  t o  e n s u re  t h a t  
members o f  th e  tra d e , b u s in e s s  o r  p ro fe s s io n  a u d it  groups have been p rov ided  th e  
o p p o rtu n ity  to  respond and amend t h e i r  r e tu rn s  to  conform ance s ta n d a rd s ; 3) P laces  
th e  burden  o f  p ro o f in  a l l  a d m in is tr a t iv e  and ju d i c i a l  p roceed ings betw een th e  IRS 
and  th e  ta x p a y e r  w i th  th e  IRS, a l th o u g h  th e  ta x p a y e r  may b e  r e q u i r e d  t o  su b m it 
in f o r m a t io n  t o  s u p p o r t  h i s  p o s i t i o n ,  i f  he  i s  th e  s o le  p o s s e s s o r  o f  th e  
in fo rm a tio n ; 4) P r o h ib its  th e  IRS from  a b ro g a tin g  in s ta l lm e n t  payment agreem ents 
u n le ss  th e  tax p ay e r i n i t i a l l y  p rov ided  in a c c u ra te  o r  incom plete  in fo rm a tio n ; 5) 
I n c r e a s e s  th e  t im e  a v a i l a b l e  t o  th e  IRS and U.S. d i s t r i c t  c o u r t s  t o  re v ie w  
jeopardy  a ssessm en ts ; and 6) R equires th e  G eneral Accounting O ffice  t o  make annual 
a u d its  o f  th e  IRS in  s e v e ra l  s p e c i f ic  a re a s  a f f e c t in g  th e  a d m in is tra t io n  o f  th e  
t a x  la w s . The h e a r in g  i s  s c h e d u le d  f o r  10 a.m . on 4 /1 0 /8 7  in  Room 215 o f  th e  
D irk se n  S e n a te  O f f ic e  B u ild in g .  The S u b co m m ittee  h as  announced th a t  te s tim o n y  
w i l l  b e  h e a r d  fro m  i n v i t e d  w i tn e s s e s  o n ly , b u t  t h a t  w r i t t e n  s t a t e m e n t s  a re  
welcome. W ritte n  s ta te m e n ts  m ust be su b m itted  by 5 /8 /87 . For f u r th e r  in fo rm a tio n  
c o n ta c t th e  F inance Committee a t  202-224-4515.
For  fu rth er  inform ation  con tact S h ir ley  Hodgson or  Joseph P e t ito  a t  202/872-8190.
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